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OFFICE OF THE SECRETARY OF THE TREASURY 
WASHINGTON. D.C. 20220 






January 25, 1983 


MEMORANDUM FOR THE VICE PRESIDENT 

THE SECRETARY OF STATE 
THE SECRETARY OF DEFENSE 
THE SECRETARY OF AGRICULTURE 
THE SECRETARY OF COMMERCE 
THE SECRETARY OF THE INTERIOR 
THE SECRETARY OF ENERGY 
THE DIRECTOR, OFFICE OF MANAGEMENT 
AND BUDGET 

CHAIRMAN, COUNCIL OF ECONOMIC ADVISORS 
ASSISTANT TO THE PRESIDENT FOR 
NATIONAL SECURITY AFFAIRS 
ASSISTANT TO THE PRESIDENT FOR 
POLICY DEVELOPMENT 
UNITED STATES TRADE REPRESENTATIVE 
•-DIRECTOR OF CENTRAL INTELLIGENCE 

SUBJECT Senior Interdepartmental Group on International 

Economic Policy (SIG-IEP) 


A meeting of the SIG-IEP is scheduled for Thursday, January 27, 

" t 2:00 p.m., in the Indian Treaty Room (Room 474 Old Executive" 

Office Building). 

Agenda items are: 

1. Agriculture Issues (butter exports, wheat flour and local- 
i— — — — currency butter sales to Egypt and blended credits); 

I ~j 25X6 

4. Economic Summit; 

5. Aircraft Sales to Libya; and 

6. Coffee Agreement. 

Background papers are attached for agenda items 1, 2, and 6. 

Agenda items 3, 4, and 5 will be subjects of oral reports. 

Attendance is limited to principal, plus one. 


A t tachmen ts 






avid E. Pickford 


Executive Secretary 
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Issue : 

The Irish Dairy Board ( IDB) has made an informal offer to the CCC to purchase 
for export to unrestricted destinations 5,000 metric tons of salted bulk 
butter and 50,000 metric tons of fresh, unsalted bulk butter. The °ffer 
further provides that the IDB has the option (to be exercised before April 1, 
1983) to purchase an additional 50,000 metric tons of unsalted butter for a 
total purchase of 105,000 metric tons. The IDB requires that the age of the 
salted butter be not more than 12 months at time of shipment and the u Q s ^ e 
butter not more than 90 days. It is understood that most if not a] 1 of the 
105,000 metric tons of butter would go to the Soviet Union. Restrictions on 
export destinations would not be acceptable to the IDB. 


Pros 


The IDB proposal would: 


-- return to the U.S. Treasury from $86 to $180 million (assuming we can 

neqotiate a price of about $1,720 per metric ton or 78* per pound) and save 
American taxpayers $6 to $12 million in interest and storage charges. 


~ reduce current CCC uncommitted stocks of butter by 60 percent; 

blunt criticism from New Zealand since they have told us informally several 

times to move our butter into the USSR if we have to move it, since this 
would minimize the impact on regular world butter trade; 

-- blunt criticism from the European Community since the Irish are members of 
the EC and are regular participants in world butter trade; 


-- receive popular support from the agricultural community and farm state 

legislators and would facilitate passage of legislation needed to deal with 
the domestic dairy problem. 


Cons 

- private U.S. traders will object that they are not participants in this 
business and will argue that the sale price (whatever it is) is too low 


-- U.S. consumers may object to selling butter for export at prices below 
those they pay at the supermarket; 

— may be a strong negative reaction since it will be clear that the butter 
will go to the USSR. 


Other Options 


1. Sell as much as 100,000 MT on an open-bid basis to the U.S. trade for 
export with no restrictons on destination (@ $1, 600-1, /oU r.A.b.j 


Pros 

— Recovery to CCC budget outlay of $160-175 million. 

— Reduction of CCC storage and interest costs of 512-13 million 
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— Positive reaction from the agricultural community and from farm state 
legislators. 

— Positive reaction from private U.S. trade. 

Cons 

— Would result in decrease in world market prices with negative impact on New 
Zealand and the EC. 

— Negative reaction from U.S. consumers who may object to exporting butter at 
prices below those they pay at the supermarket. 


2. Barter arrangement with the USSR of butter for needed strategic materials 
(100,000 MT @ $1,500-1,600) 


Pros 

-- Eventual potential recovery to CCC budgetary outlay of $150-160 million 
— Probable CCC storage and interest cost reduction of $11.5-12 million 


~ Minimal negative reaction from New Zealand since they have infonned us 
informally that if we move butter onto the world market moving it to the 
USSR would be the least disruptive. 


-- Positive reaction from most dairy farmers, farm state legislators and some 
U.S. public. 


-- Would benefit the United States in general by the acquisition of materials 
needed for the strategic stockpile. 


Cons 

-- Foreign policy considerations? 

-- Some negative public reaction since barter would be based on world price 
levels which for butter are significantly below U.S. prices. 

— Negative reaction from U.S. traders not able to participate in this 
business, depending on procedure used. 

3. Export up to 100,000 tons through the New z ^ a } an ^, Da ^ 0 Board < NZDB > Wlth 
destinations restricted, i.e., not permitted to the USSR. 

The New Zealand Dairy Board has informally indicated that they would be 

wiHina to Durchase 50,000 tons of CCC butter for export at a negotiated price 
! k.ESiv thP same as those in the 1981 NZDB-CCC butter agreement. 

With^estinations restricted we could expect to get lower price. Probably in 

the neighborhood of $1,450-1.500/^ thls 

without consultations between the United States and the EC to get c 

concurrence. 
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Pros 

- Recovery to CCC budgetary outlay of $70-75 million. 

- Probable CCC storage and interest cost reduction of $5 to $6 million. 

- Minimal impact on world prices as NZDB would act in its own best interests 
to protect world prices. 

- Popular support from the agricultural community and farm state legislators. 


Cons 

- Could probably get a better price on an unrestricted, competitive bid basis 
from private traders. 

Private U S traders will object that they are not participants in this 
" trlde and'win argue that the sale price (whatever it is) is too low. 

- u.S. consumers may object the selling butter for export at prices below 
those they pay at the supermarket. 

- May be disruptive in markets which the EC feels are their traditional 
markets. 


Recommendation 


That the General Sales Manager, FAS, be given 
contract for the sale of butter for export to 
possible. 


the authority to negotiate a 
the Irish Dairy Board as soon as 


Concurrence: 
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Status of Flour Sale to Egypt 


On January 17, a Memorandum of Understanding was signed in Cairo between 
USDA’s Commodity Credit Corporation and the Egyptian General Authority 
for Supply Commodities. The understanding commits Egypt to import 
1 million tons of U.S. flour commercially over the next 12 to 14 months, 
in addition to usual imports under PL— 480 and either U.S. or foreign 
donation programs. If they need any larger amount of commercial flour 
imports than the 1 mmt over the next year, they must come to the U.S. 
first. In return, CCC has promised to take "necessary measures" to insure 
that the 1 mmt of U.S. flour is delivered to Egypt at a fixed, flat 
price of $155 per metric ton, including freight to Egyptian ports. 

CCC will also provide guarantees for 3 -year, commercial -bank credit on the 
entire 1 mmt. 

To bridge the difference between U.S. domestic -market values and the world 
price level for wheat flour, the CCC will in effect provide an export 
subsidy to successful bidders for the Egyptian business. The subsidy 
will take the form of wheat from CCC stocks, CCC will use a competitive 
bid process to determine which U.S. mills require the least number of 
bushels of CCC wheat as compensation for their delivery of flour to 
Egypt at the agreed $155 price. Deliveries are to begin sometime in 
March . 

This new flour trade will, largely displace EC flour in the Egyptian market, 
which alone accounts for about one-third of the world flour trade and over 
one-half of EC commercial flour exports. Since world flour markets are 
limited and mostly already supplied by the EC, there will be little if 
any alternative outlet for the displaced flour. For the U.S., this new 
trade will add nearly 50 million bushels to total U.S. wheat/wheat flour 
exports, about roughly 10,000 additional jobs for the economy, and it 
will mean about $15 million in savings of CCC outlays for storage and 
interest, should mean roughly $35 million in additional tax revenue 
resulting from the increased economic activity. 
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STATUS OF BLENDED CREDIT 


On January 11 President Reagan announced a blended credit program of $250 
million direct credit and at least $1 billion in CCC export credit guarantees. 
USDA has received and analyzed many proposals for use of these funds. A set 
of 14-16 proposals will be presented to the National Advisory Council Staff 
Committee at a meeting Thursday, January 27 for interagency advice as the 
first step in implementing the President’s announcement. A number of these 
agreements should be ready to be announced in early February. 

Previously an allocation of $100 million direct credit which was blended with 
at least $400 million in CCC export credit guarantees was authorized. 

In summary the first blended credit package was utilized as follows: 


Country 

GSM- 5 Portion 
Million $ 

Total Package 
Million $ 

Commodities 

Morocco 

$ 28 

$140 

Wheat 

Egypt 

22 

110 

Wheat, Veg. Oil, Com 

Yugoslavia 

12 

60 

Cotton 

Philippines 

8 

40 

Com, Soybean Meal, Wheat 

Pakistan 

5 

25 

Veg. Oil, Soybean Meal 

Brazil 

12 

60 

Wheat 

Portugal 

1 

5 

Cotton 

Yemen 

12 

$TM 

60 

$500 

Wheat, Rice 


Commodity Designation - Initial Package 


Commodity 


Metric Tons 


Bales 


Wheat 

Vegetable Oil 
Com 
Cotton 
Soybean Meal 
Rice 


2.420.000 

83.000 

350.000 

43.000 

102.000 

15.000 

3.013.000 


or 197,800 


197,800 


In several cases additional straight G&1-102 commercial credit packages were 
negotiated which would have increased the 4 to 1 ratio. However, countries 
asked that these be considered separately so that they would not appear to be 
negotiating packages greater than 4 to 1 when others were obtaining 4 to 1. 
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biATUS OF EGYPTIAN SALE OF DAIRY ..»0DUCTS 


Last December, FAS received a request from the Egyptian Government to purchase 
18 000 metric tons of butteroil, 12,000 metric tons of butter and 12,000 
metric tons of cheese from CCC. The dairy products would be ^de available in 
Egypt to needy families through private grocers and government food stores 

subsidized prices. 

Reoresentatives of the Egyptian Embassy have indicated to us that the 30,000 
metric tons of butter and butteroil would be additional. The E SyPt’®" 

Government also requested that CCC accept ®| e P 0 f^ the 

dairy products. Treasury has agreed to work with us in “ s * tne 
currency so that CCC could obtain reimbursement in dollars by other . .. , 

5"s Government agencies that need Egyptian currency to carry out activities 

in Egypt. 

o ,".,s*s.!hS,rj;i 9 s ,r. re, iE!.s 

Jim Ross discussed the possibility of a sale of dairy products as follows. 

FAS offered to sell butter at the middle of the range of $1 » 6 J5-1*740 MT, 
butteroil at $2,250-2,400 MT and cheese at $1,400-1,600 MT, all FAS U.S. 

ports. 

— CCC would accept Egyptian currency payable upon presentation of shipping 
documents. 

— No restrictions be placed on the use of the currency by the U.S. Government. 
-- Delivery within six months after contract signed. 

During the meetings, Egyptians made a counteroffer to FAS as follows: 

— Eliminate butteroil. 

— Quantity of butter - 24,000 MT. 

f 

Price of butter to be $1,500 MT. 

-- Quantity of cheese - 12,000 MT. 

— Price of cheese at $1,300 MT. / • *' j 

Three years to make payment in Egyptian currency. 

— No interest to apply. 

— Delivery terms F.O.B. 

fas rnn<;idprs the terms of the counteroffer unacceptable and further 

one necessary The credit terms would subject the sale to the Cargo 

s,te Mjas- safsrai— 

Siits K'lif.'r.dTS'SS 

We will air freight a sample of Cheddar cheese today, January 25. 
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25X6 
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. . the 1983 International Coffee Agree 

uomhership in tne 


Issue; 



~ 3 b rship would have important foreign policy r £*£ t ions 

__ Membership wo^ , mportant impact on bilater all 

*\l h ®ey Z regional”^ol4sf b^ould avoid sharp the 

fflSx-iass a vs ^ sl °^ *— • 

~ “s-assrs^jssa 1 

!n“the* right direction. the Agreement 

u s refusal to join would orter^to^orro a coffee cartel 

'ana encourage disgruntled ^expor^ eucceeded £or a time 

to raise prices* 

1979 " 80,) K »fits in the form of more 

— The Agreement might of ferj enj ^ protection against 

SSlt^St'SciiU^ 5 «p.« 

ni ^advantages: government 

tsssz «. - -«■ 

- ?- •^^sssssss-'^s^ +*-*■ 

variance with th regulate trade. They 

protection against price i 

against price a reflect 

. Country «•»« ,uot... in nr. «»«“« 

-ffSJffSJ5rsa.fe.rffi ss 

jsrn^K^nriots^: %sss , £- 
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Background.* 


"“t- - • « 

responsive to m * | management of the 9 j_ and 

country influence x Agreement relies on floW 

economic P rov i.® J * the mechanisms to regula t£ the 

s-uss ss^jrir JSMfs—- - 

£2S r.”»p5w P SS *■— “="■>* ai ““ 

,**i «. j-tass ffasr-sss- 

yss &2£~ 

quotas of those co “*® s ,i penalise countries 

e?e««®- “ a 41 °“ 1 " 

which failed to sh P 9 coun tries. 

*“” 9 PC , „ rtl , Us fulfill® t*. ».S. 

The new Agreement only P hieve a t least some 

But the Delegation did _ rtPtG a and the new Agree- 
goals, but v those areas we targeted *” tin - country 

iiates'dfd*^ ach?eve r aut^atic 

st ^«: be 

meaningful ®^ti-col^“®^o na bie in any event te^ ^ 

r i g i d" an^ access lo certain types of coffee 

than optimal. mover be hind the first 

The United s t at *{j " a ? s a a P m eans of helping £ a tin 2 
coffee agreementin^S^e coffe e surpluses, ’effect 

iot«. ' yp ; r \ q S[S."p"i«® *'»> “• 

- wsB-tsrs«Srss best , 

ssrssj »• IK! ffjsrwss- .•zztsszs. 

collapsed in the market. Q“°tas tQ de£en a 

in r septe^er l 1980 and have been^in^ World coffee 

* ?!!r„!;ri.™.»'«*^ « tb * io “" p * rt 

range. 
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